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ORDEP.

INTRODUCTION

This matter comes before the Public Service Commiss. ion of

South Carolina (hereinafter "the Commission" ) by way of the

operation of certain prov's. ions of Sect.ion 210 of the Public

Utility Regulatory Policies Act. of 1978 (hereinafter "PURPA"),1

certa:in rules and regulat. ions pr omulgated thereunder. .
Sect. '.on 210 of PURPA, inter alia, directed the Federal

Energy Regulatorv Commission (hereinafter "the FERC") to

prescribe rules designed to encourage cogenerat. ion and small

power production by requiring certain affected electr. ical

utilities to offer both to sell electric energy to qua. lifying

1
Pub. L. 95-617, 92 Stat. 3117 et seq. 19 U. S.C. Sections

2601 et. seq. (1978).
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cogeneration facilities and qualifying small power production2

facilities (hereinafter collectively referred to as "qualifying

facilities" or "QF's") and to purchase electric energy from such

qualifying facilities. In 1980, the FERC issued certain rules

pursuant. to Section 210 which defined the requirements for the

qualification of qualifying facilities and delineated the

guidelines for the determination of the special rates and terms

2
The f inal. Sect.ion 210 regulations do not define thj s term.

The reader is referred to the final regulations promulgated under
Section 201 of PURPA. In order to qualify, the cogeneration
facility must satisfy certain operation and efficiency standards
as esi ablished in 18 C.F.R. Section 292. 205. Upon certain
showings, the FERC may waive these standards. Until further
action by the FERC, any diesel cogeneration facility which was
constructed on or after Narch 13, 1980, does not. qualify. 18
C.F.R. Section 292. 203(c). Also, a public utility, electric
utility, and. subsidiary of either, or a public utility holding
company may not hold an equity interest in a qualifying
cogeneration facility which equals more than 50 percent. 18
C.F.R. Sect.ions 292. 203, 292. 206.

3
As in the case of the qualifying cogeneration facility, the

reader .is referred to the final regulations promulgated under
Section 201 of PURPA. A qualifying small power production facil-
j.ty must mee't the same ownersh3. p 'tes't as required of the quali-
fying cogeneration facility. 18 C.F.R. , Sections 292. 203, 292.
206. The qualifying small power production facil:ity must. have a
design capacity of 80NW or less of production output. The design
capacities of all facilities which use the same energy resource,
are owned by the same person and are located within one mile of
the facility or which qualification is sought are to be included
in determining the 80 NN Limit. . 18 C.F.R. , Section 292. 204. The
primary energy source used by these facilt. ies must be more than
50 percent. biomass, waste, renewable resources or any combination
thereof. Id. If oil, natural gas or coal is used as a
supplementary fuel source its use cannot exceed 25 percent

(Footnote Continued)
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for the purchase and sale of the electric energy envisioned by

Sect;ion 210 of PURPA. The FERC rules were effective on and

after March 20, 1980, and required certain action by State

regulatory authorities, including this Commission, within twelve

months of that. date. This was accomplished by this Commission by

Essentially, in accordcLnce wj th the rules promulgated by the

FERC for the implementation of Section 210 of PURPA, an affected

electri. .c utility i.s required to purchase electric energy produced

by qualifying facilities at a rate reflecting the cost. that. the

purchclsl. ng utz. 11."ty can cLvo j d as a result of obtaining energy cLnd

capacity from these sources, rather than generat. ing an equivalent

amount of energy itself or purchasing the energy ox capacity from

(Footnote 3 Continued)

of the total fuel input. . Zd. Hydroelectric facilities owned by
the same person and located within a distance of one mi. le from
another a e considered at. the same site only if they use water
from the same impoundment. 18 C.F.R. Section 292. 204.

See, 18 C.F.R. Part 292. See, FERC Docket No. R'~ 79-54.
See, also, FERC Docket. No. RK 79-55, Small Power Production and
Cogeneration Facilities — Rates and Exemptions.
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See, 18 C.F.R. Part 292. See, FERC Docket No. _ 79=54.

See, also, FERC Docket No. _ 79m55, Small Power Production and

Cogeneration Facilities - Rates and Exemptions.
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other suppliers. Tn order to enable potential cogenerators and

small power producers to estimate the avoided costs, the FERC's

rules require affected. electric uti. lities to furnish certain

information to the appropriate regulatory authority relating to

the present and future costs of energy and capacity on their

respect. ive systems.

The promulgated rules also require the af'fected electric

ut. iliti s to sell, upon request. by a qualifying facility,

supplementary~ bcLck-up~ maintenance~ and interrupt. .able po'wer

services. The rcLtes for these servjces must be just~7

reasonable, in the public interest and must; not discriminate

again. st the qualifying faci.lity. The Commission may grant. a

5
18 C.F.R. Sect.ion 292. 303. The requirement to pay the full

avoided costs does not necessarily apply to cogeneration or small
power production facilit;ies whose construction commenced prior to
November 9, 1978, nor .is such requirement: intended to supersede
existing or future voluntary agreements between cogenerators or
small power producers and an affected utility.

6
The affected electric utilities subject to the jurisdiction

of this Commission are Carolina Power 6 Light. Company ("CP&L"),
Duke Power Company ("Duke" ), and South Carolina Electric 6 Gas
Company ("SCEGG").

7
18 C.F.R. Section. 292. 305 (b) 1.

8
18 C.F.R. Section 292. 305 (a) .
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7

18 C.F.R. Section 292 •305(b) I.

8

18 C.F.R. Section 292.305(a).
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waiver of the obligation to make sales under certain conditions.

Additionally, the rules exempt. qualifying facilities from

certain provisions of the Federal Power Act, from the

provisions of the Public Utility Holding Act of 1935 related to

electric utilities, and from state laws regulating electric

~Lt 1 1 Lty rates and f inan( ial Ox~an j za~~ 11

On September 29, 1980, the Commission i.ssued. it:s Order No.

80-539, in compliance with PURPA requiring data identified. in the

applicable Section of PURPA to be filed no later' than

November 1, 1980. The docket file indicates each affected

electric utility complied wi+h said Order.

Pursuant. to not. ice duly given in accordance with applicable

provisions of law and with the Commission's Rules of Practice and

Procedure, a public hearing was held on January 14, 198.1, in

9
18 C.F.R. , Section 292. 305 (b) 2 provides that. the

requirement, of Section 292. 305 (b) 1 may be waived when the State
authority or the FERC finds, after proper notice and opportunity
to be heard, that compliance with the requirement. would (a)
impair the affected electric utility's ability to give adequate
service to the rest. of its customers, or (b) place an undue
burden on the affected electric ut:ility.

10
18 C.F.R. , Section 292. 601.

See, 18 C.F.P , Section 292. 602.

1 2
See, 18 C.F.R. , Section 292. 302 (b) .
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See, 18 C.F.R., Section 292o302(b).
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order to receive testimony and evidence from interested parties

relative to the implementati. on of Sect.ion 210 of PURPA.

On March 20, 1981, the Commission issued its Order No.

8 1 2 1.4 I wh1 ch 3 n'ter a 1ia I approved rate schedu les and cont rac't

prov'sions to be offered by the utili. t, ies in South Carolina.

Zn February 1—98-4—-+~a Commission determined that ~review of

the small. power production and. cogeneration schedules and their

implementation was appropriate. A not. ice of hearing was

published and the hearing was scheduled to begin on Nay 30, 1984.

The South Carolina jurisdictional electric utilities made

part. ,ies in this docket are Carolina Power 6 Light Company

(hereinafter "CPGL"), Duke Power Company (hereinafter "Duke" ),
South Carolina Electric G Gas Company (hereinafter "SCEGG"). The

following parties filed Petitions to Intervene and were accepted

as intervenors in this proceeding. The Consumer Advocate, South

Carolina Energy Users Committee (hereinafter "SCEUC"), Tuscarora

Yarns, Inc. , Southeastern Hydro-Power, Inc. , Clifton Power

Corporation, Stone Container Corporation, Union Camp Corporation,

Hydro-Energy Association of the Carolinas, Inc. , Aquenergy

Systems~ Inc. ~ Hopewell Power Company~ and Mr. Ronn"e Power's.

Additionally, John F. Clark, Director of the Governor's Office of

Executive Policy and Programs, and Philip D. Lusk were

Pro'tes tants in the proceedings.

On. 14ay 10, 1984, the Consumer Advocate and. the SCEUC filed. a

joint motion for continuance to delay the hearing at least sixty
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(60) days to allow additional time for analysis of data and

preparation for the hearing. On Nay 17, 1984, the Commission

i.ssued Order No. 84-423 which rescheduled the hearing for

September 12, 1984.

On August. 27, 1984, the SCEUC filed a Notion to Recess the

~earing~order to clarify &he issues in controversy. On

August 29, 1984, the Commission issued its Orde- No. 84-650 which

continued the hearing and scheduled a conference to be held

September 7, 1984 between the parties and the Commission Staff.

Hach of the parties agreed. to submit by September 17 a statement

of the issues and thei. r position on those issues. Thereafter.

each party would respond to the other parties issues and the

Commission would then determine those issues still in

controversy. The parties and the Commission Staff held an

additional pre-hearing conference on October 19, 1984 to discuss

the Statement of Issues filed by each party.

The Commission feels that. the conferences between the

parties and the Commission Staff were helpful. Because of

diverse interests of the parties, however, it was evident that.

a.ll issues were not going to be resolved. Therefore, on November

5, 1984, the Commission issued Order No. 84-937 setting the

hearing date on December 17, 1984 and requiring al. l parties to

prefile test imonv and exhibits by November 30, 1984. The public

hearing was held beginning on December 17, 1984, to receive

testimony and evidence f,. om interested parties.
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The following appeared and participated through counsel:

Robert W. Kaylor, Esquire and Wi. lliam F. Austin, Esquire,

appeared on behalf of CP&L; W. Edward Poe, Jr. , Esquire and

Ronald L. Gibson, Esquire appeared on behalf of Duke; Patricia T.

Narcotsis, Esquire and H. Thomas Arthur, Esquire appeared on

Jr. g Z~&quire c~L~eared on beha1 f

of t;he SCEUC; Natalie J. Moore, Esquire appeared on behalf of the

Consumer Advocate; Glenn J. Berger, Esquire appeared on behalf of

Union Camp Corporation; Mitchell M. Willoughby, Esquire appeared

on behalf of Clifton Power Corporat. ion and Southeastern Hydro-

Power, Inc. ; Rex L. Carter, Esquire and Bradford W. Wyche,

Esquire appeared on behalf of Aquenergy; and Marsha A. Ward,

Esquire, represent:ed the Commiss"'on and the Commission Staff.

A SCEUC'S RULES PROPOSAL

The Commiss. ion recognizes that the arrangements between

affected elect. ric utilities and qualifying fac'lities should

achieve the objective of Section 210 of PURPA and the rules and

regulations promulgated pursuant thereto. We further recognize

that. it may be in the public int:crest t..o allow the parties to

negotiate certain of the arrangements in order to achieve such

PURPA ob jec t:..ive s ~

SCEUC points out. that. neither Section 210 of PURPA, nor the

regulations promulgated pursuant. thereto, preclude affected
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ISSUES

A. SCEUC'S RULES PROPOSAL

The Commission recognizes that the arrangements between

affected electric utilities and qualifying facilities should

achieve the objective of Section 210 of PURPA and the rules and

regulations promulgated pursuant thereto. We further recognize

that it may be in the public interest to allow the parties to

negotiate certain of the arrangements in order to achieve such

PURPA objectives.

SCEUC points out that neither Section 210 of PURPA, nor the

regulations promulgated pursuant thereto, preclude affected
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regulated utilities and qualifying facilities from entering into

voluntary negotiated agreements. However, many of the i.ssues

associated with qualifying facility transactions are complex ana.

disputes may often arise between electric utilities and

qualifying facilities. SCEUC notes in its testimony that Section

210 of PURPA, and. the regulations promulgated pursuant thereto,

provide for states to exercise authority regarding regulation of

various aspects of qualifying facil.ity transactions. SCEUC

Witness Ross testified that. rules and regulations assist

qualifying facilities in dealing with a utility which is under

state regulation. Witness Ross sponsored Hearing Exhibit No. 18

which proposed rules and regulations for the Commission to adopt.

The Commission ha. s reviewed 'the proposed rules and

regulations of SCEUC and is of the opinion that the FERC

regulations, i.e. , Small Power. Production and Cogeneration

Facj.lj.t~es Regulations Implementing Sect&on 210 of the Publj. c

Utilities Regulatory Policies Act (PURPA) of 1978, 18 C.F.R. Part

292, adequately provide guidelines for the Commission to follow.

Tn fact, the rules proposed by SCEUC are similar to the FERC

regulations. The Commission .is of the opinion that it is not.

necessary to go through a lengthy rulemaking proceeding, as

required by the Administrative Procedures Act (S.C. Code Ann.

Section 1-23-10 et ~ece. (1983 Cum. Supp. ), as the Commission

deems the FERC regulat. ions proper guidelines to apply when

needed. There. .are the Commission finds that. the proposal by
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SCEUC to adopt. rules and regulations as set forth in Hearing

Exhibit No. 18 should be denied.

H. CAPACITY CREDIT DETEBNINATION

Capacity credits are based on avoided cost savings resulting

from not naving to construct new power plants. All parties to

the proceeding agreed that capacity credits act as an .incentive

to cogenerators and. small power producers. Therefore, capacity

credits carry out the intent of Section 210 of PURPA to encourage

small power production and cogenerat. ion.

Each electric utility proposed thei- method for determining

the capacity credit. . The qualifying facilities in each utility's

service area presented their methodology for the computation of

the capacity credit. The Commission reaffirms its position that.

the basis for payment. to qualifying facilities should be the full

avoided cost. as determined for each separate utility. With that

as a basis, the Commission will address each utility's proposed

capacity credit determinatj on. 1.nd3 vidually.

(1) CP&' — CPKL proposed to continue using the cost of a

new internal combustion (IC) turbine as the basis for the avoided

capacity credit, in its proposed rate schedule, Hearing Exhibit.

No. 1. Con, umer Advocate Witness Rothschild, SCEUC Witness Ross,

and Clifton Witness Narcus all suggested that a.lternative

methodologies for the computation of capacity credits be

considered. Their proposals centered around the use of a base

load plant. a.s the basis for the capacity credits. Aguenergy
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Witness Walker agreed that the ZC turbine methodology proposed by

CPKL represented an acceptable method.

CPKL Witness King testif-ed that. economic theory supports IC

turbine capacity cost. coupled with incremental energy cost. as

being economically efficient and as providing a good long-run

price signal, Section C, infra. CPGL also pointed out. in .its list

of issues that. the use of an IC turbine to calculate avoided

capacity credits not. only was consistent. with economic theory but.

also provided results that were stable over time and were based

on readily available data. While some of the methods presented

by the Intervenors have merit, theoretically, they may not.

provide correct. , long-run price signals to developers of QFs.

The recommendat. .ions by other parties rely on choosing an avoided

unit. The Commission is of the opinion that. the TC turbine

approach coupled with .incremental energy cost, as calculated from

PRONOD, Section C, infra. , provides the most. stable and most.

appI opria te method while the results o f other me thods are sub I ec t

to wide variat. .ion depending on the timing, size, and type of

unit. assumed to be avoided. . Witness Marcus ' s testimony indicates

that results using the total cost of CP&L's next planned, base

load coal unit. , Maya 2, are approximately equal to the resulting

CPSL's XC turbine .incremental energy cost approach and gives the

Commission further evidence that. CPSL's proposal provides a

reasonable total avoided cost estimate. Furthermore, the

Commission takes judicial notice of prior orders in this docket.
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and notes that. the 1C turbine method .is not a new method but. has

consistently been used by all utili. ties under the Commission's

jurisdiction.

The Commission has given careful consideration to the

proposals made by all parties and ha. s concluded that CPhL's

proposed methodology provides the most rea. sonable estimate of

CPSL s long-rUn ~ CBpaci ty-relBted avol. ded costs

(2) Duke Power — Like CPGL, discussed above, Duke Power

calculated .its avoided capacity credit. using the 1985 cost of a

new IC turbine as its basis. Tr. , Vol. 3, Fruend, pp. 90-91.

Duke Power used the avoided capac.ity credit. calculation in

conjunction with the Company's avoided energy cost. . Witness

Fruend rationalized 'hat it is appropriate to use the combustion

turbl. ne cLs 'tile ba.si.s for the capclcity credit when 'to the extent a

qualifying faci, lity increases its output, the highest. increment.

of cost. for energy on the Duke System i.s affected. ld. pp. 93-94.

The 1nterveno s recommended other methods of calculating the

capacity credit. . Clifton Power recommended. ba. sing the avoided

capacity credi. t on Duke's Bad Creek plant Bnd the Consumer

Advocate sponsored a set. 2. 6 cents/KWH for capacity credit. .
Aquenergy did not object to Duke's use of the IC turbine, but did

recommend cer'tBI. n ad3ustments to DUke's CBlcUlBtions. Most

notably, Aquenergy asserted that Duke should pay the capacity

credits on a twelve month basis rather than the eight on-peak

months.
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Based on the previous discussion concerning CPRL and the

rationale for the Commission's conclusion thereto, the Commission

concludes that Duke Power's proposed methodology .is appropriate

for capacity-re la ted cos ts excep't that such capac i. ty credl ts

should be paid on a twelve month basis.

(3) SCEKG — Based on its contention that .it. is not in a

construction phase of system development, SCERG maintains that.

the establ. ishment. of additional generating capacity within its

assigned territory through the development of cogeneration will

not. at this time enable SCEGG to avoid any capacity costs.

Union. Camp contends that. SCEGG has planned capacity

additions which are current. ly avoidable, and that SCESG should

pay these avoidable capacity costs to qualifying facilit. ies.

However, as Union Camp points out, the record in this

proceeding does not. indicate the full extent. to which SCESG 's

currently avoiding capacity costs. The Commission is mindful of

its previous treatment of SCE&G's capacity credit the excess

capacity SCERG currently has on its system (See, Docket No.

83-307-E, Order No. 84-142 dated March 2, 1984), and the planned

additions to its system in the early 1990's (Tr. , Vol. 4, p. 4).

The Commission, after considering all the relevant. fact.s,

believes that at this time, the capacity credit. for SCERG should

be zero. However, based on the test. imony elicited at. the

hearing, the Commission herein will require SCESG to provide

updated avoided cost information for' the Commission's urther
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det:erminatioxI of an appropriate capacity credit payment. for.

SCEGG. Such informat. ion should be filed one year from the date

o " t;his Ord. er .
C. THIRTY MINUTE INCREMENT RULE

the conclusion of the hearing on December 19, 1984,

Aquenergy orally moved for an Order granting immediate relief
from the so-ca. lied "30 minute increment. rule" of Duke Power

Company

On January 18, 1985, the Commission granted Aquenergy's

motion and ordered, on an interim basi. s, the "30 minute increment.

r'Ule be el j mj. nai:ed trom Duke ' s proposed PP schedllle axld that any

cogenerator or small power producer on Duke's system receive a

capacity credi. t. Of 1.75 cents per ENH during on-peak hours of the

eight an-peak months. Order No. 85-37 issued January 18, 1985.

The Commi. ssi.on herein amends the findings and conclusions of

Order No. 85-37 with respect to the "30 minute increment. rule" to

pay a capacj ty credit OII a pe KWH basis dUrixlg on-peak hoUrs of

all months of t;he year. See, Section B(2).
D. ENERGY CREDIT DETERNINATION

All the electric utilities proposed simi. lar methods of

determining the'. r energy credits. Several Intervenors pointed

out speci. fic areas where they objected, but. oxIly SCEUC and

Clifton Power proposed to match the type of energy that. would

have been produced by the avoided resources, i.e. , match the uni. t
with capacity. However, the Commi-sion based the capacity
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D. ENERGY CREDIT DETERMINATION

All the electric utilities proposed similar methods of

determining their energy credits. Several Intervenors pointed

out specific areas where they objected, but only SCEUC and

Clifton Power proposed to match the type of energy that would
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eremite on 'rC turbines (Bee, Section 3, ~su ra. ), tbareby making

the best. "match"' for such the incremental energv costs.

One common adju tment to the avoided energy cost. that the

Commission deems appropriate for all electric utilities to

include .is the .05 cents per KNH Electric Power Excise Tax the

utilities avoid on energy purchased from qualifying facilities.
The Commission is o.f the opinion that. the .05 cents/KNH should be

included in CPSL's, Duke Power's and SCERG's energy credit

calculat3 on.

Since Tntervenors voiced objections to certain portions of

each utility's proposals these will. be addressed separately as

pertaining to that. utility.
(1) CPRL — The Consumer Advocate's Witness Rothschild

cont'. ended that. CPSL had combined peaking capacity with base-load

energy. Coa. l units are typically used on CPGL's system for load.

following, and the Commission therefore would expect: to see such

Units pick up most of the 100 NN load increment Used in the

production. Cost modeling process which supports the avoided

energy credits. The Commis. ion notes that CPSL's Exhibit. 1 shows

avoided fuel costs in the range of 3.2 to 3.8 cents/KWH in. the

peak period. These costs are significant. ly higher than CPRL's

coal costs which were stated to be in the 1.8 to 2. 0 cents/KNH

range. The higher costs used in the calculation of CPGL'

avoided energy credits are undoubtedly the result. of the

operation of higher cost peaking unit. s which typica. lly operate a
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small percentage of the time. They can. represent. a relatively

higher percentage of the avoided energy cost because of the high

fuel cost. associated with IC turbines when compared to coal

units. The avoided energy cost. , as computed by CP&L, therefore

contains significant cost components, particularly in the peak

period, based on peaking sources of power. CP&L appropriately

differentiated these costs by time period in recognition of the

fact that. avoided energy costs are relatively higher during peak

per3 ods than dux'3ng of f-peak per30ds . The Commission also no'tes

that the 100 MN increment used by CP&L in the computat. .ion of

avoided energy cost .is consistent with Section 292. 302 of. FERC

Order No. 69 which requires the reporting of utility avoided

energy cost in .increments of 100 NN.

The commission f1nds cP&L 8 proposed enelgy cred1t

calculation, modified to include the .05 cents/KNH Electric Power

Excise Tax, to be appropriate for this proceeding.

(2) Duke Power — Duke's proposed energy credi. ts ar'e based

on the projected 1985 system fuel and operating and maintenance

cost savings resulting from the addition of 100 MN of QF capacity

on the Duke system. Tr. 1XI p. 89, Ex. 14. These figure were

adjusted by a "loss adjustment factor" of 1.03093 to take into

account av03 ded line losses.

Aquenergy, Clifton Power and Consumer Advocate contend the

loss adjustment factor should be increased to reflect the fact.

tha't ~ accord1ng to Nitness Osterberg ~ a quali fying facil1ty
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typically does not. experience any line loss between the

transmission point and the distribution point. Tr. Vol. 5, p.

115. Witness Qsterberg further testified that the typical line

loss experienced between utility power plants and a customer

range. between seven to eight percent. . Less line loss occurs at

the transmission level. Xd, p. 114. Using Duke Power's June

1982 PURPA 133 filing, Witness Osterberg recommended a marginal

peak energy line loss factor of 1.073 at the transmission level

and a marginal off-peak energy loss factor of 1. .0505. Id. , pp.

115-116.

Additionally, Witnesses Osterberg and Marcus took issue with

Duke's omiss. ion of fuel inventory and working capital costs which

would be avoided by a qualifying facility. Tr. Vol. 5, pp.

116-117. Bath CP&L and SCERG made these adjustments, and there

is no eason to assume Duke would not be avoiding these same

co ts when buying power from qualifying facilities.
The Commission has considered the testimony of the Company

and the Intervenors, and is of he opinion that the adjustments

proposed bv Wl. tness Osterberg ax. e fair and appropriate in the

calculation of Duke's energy credit. Therefore, the Commission

approves Duke's energy credit with the adjustments proposed by

Witness Osterberg and with the Electric Power Excise Tax as

discussed earlier, to be appropriate for this proceeding.

(3) SCERG — SCEKG presented the testimony of Marian Hil. l,
Manager of its Rate Department. Nr. Hill sponsored he energy
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credit. proposed by SCESG which includes avoided energy costs plus

adjustments for working capital, fuel inventory, and system loss

factors. Tr. , Vol. 3, Hill, pp. 121-122. Hearing Exhibit. 15,

Schedule NEH-2. The proposed energy credit. is based on the

results of its two production cos+ ing model PROY~OD scenarios.

Id. p. 122.

The Commission finds the proposed energy credits for SCERG

to be reasonable and appropriate, and adopts them for use herein

with the addition of the .05 cents per KWH Electric Power Excise

Tax

E. LONG TERbI CONTRACTS

One of the principal issues in this proceeding was whether

the Commission should require electr. 'c ut. ili. ties to offer QFs the

option to enter into contracts containing long-term levelized

rates. Long-term levelized. rates are permitted, although not.

required, by FERC regulations under Section 210 of PURPA.

The electric utilities expressed several concerns with

long-term levelized rates. Their witne ses testified that it is

di. fficult to predict future inflation rates, fuel prices and

energy d emands ' there fore long- term 1 eve 1i.zed rates may

eventually prove to be .inaccurate. Tr. II p. 60. The utilities

also cited. the possibility that. a QF may default after receiving

the overpayments which naturally accrue during the early years of

a long-term contract. Tr. Z. I p. 61.
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Conversely, witnesses for the various QFS testified that

long-term levelized rates greatly impact their existence. Tr. V

p. 133; Tr. VI pp. 95 and 219. Witness Walker explained that in

the absence of con'tr'acts containing long-term levelizBd rates i

Aquenergy has been able to obtain . inancing for its project. s only

by g1.vt ng per'sonal loan guaran tees to 3.ts 1Bnders ~

pp. 78-79.

Tr. , Vol. 5,

In this Commiss. ion's Order No. 81-214, i.ssued March 20,

1981, in Docket. No. 80-251-E, the affected electrical utilities

were encouraged to negotiate with qualifying facilities to reach

voluntary agreements for the purchase of electric energy. With

some hesitancy, the Commission again believes that the electrical

ut3. 11.t3.B8 and qual:1 fying fac 3 1it3 e 8 should be encouraged to

negotiate. The contract between CPRL and Stone Container

Corporation convinces us that. negotiations can result. in fair

agreements. The hesitance of the Commission in instruct'ng

negotiations comes from some of the testimony presented in this

proceeding. For example, the so called "thirty-minute" rule of

Duk™ was steadfastly held by Duke throughout. negotiations even

though the North Carolina Commission had. rejected such a rule.

We too have found such rule to be unreasonable and have gone to

the additional step of granting extraordinary interim relief in

this Docket. . This indicates that, perhaps more emphasis on good

faith needs to be placed in the negotiations.
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This Commiss. ion is mindful that PURPA's basic object. ive is

to encourage conservation of energy and efficient. use of energy

resources through the development of cogeneration and small power

production facilities in this State. I~le believe that the option

of long-term contracts must be made avai. lable i, f this objective

is to be achieved.

Indicative of the possibility of problems t.hat may exist .in

the good faith negotiat. .ion of long-term contracts is the proposal

by Clifton Power and Southeastern Hydro for the a.ssessment of

attorney's fees and witness' fees against an unreasonable

pos.it. .ion. by a utility. Clifton Power and Southeastern Hydro

px'opo se that should a reasonable proposal be made by a cfua1 i fying

facility and t.he proposal is unreasonably rejected by the

utility, that the Commi sion could reserve the right to assess

the cost of the complaint. against. the offending ut.ility.
Although the Commission does not at. &his time adopt such a

stringent. measure of assessing costs against. an "unreasonable"

party, the idea has merit and could be used by the Commi. ssion as

a tool t.o encourage good faith negotiations between qualifying

facilities and electric utilities if complaints are received by

the Commission or Commission Staff indicating a lack of good

faith negotiations by either party.

However, ai this point. in time, based on the concerns of the

parties, the Commission will not mandate long-term contracts.

The Commission urges voluntary negotiations of long-term
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facilities and electric utilities if complaints are received by

the Commission or Commission Staff indicating a lack of good

faith negotiations by either party.

However, at this point in time, based on the concerns of the

parties, the Commission will not mandate long-term contracts.

The Commission urges voluntary negotiations of long-term
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contracts and points to the complaint procedure available through

the Commission as a proper forum to resolve any disagreements.

F. INTERCONNECTION EQUIPMENT

Interconnection equipment refers to the equipment. necessary

to connect a QF to the electric utility system. This equipment

consists of three basic components: (1) transformers; (2)

breaker and protective relays; and (3) metering equipment. . Tr.

Vol. 3, p. 62.

Several Intervenors questioned utility interconnection

policies; however, SCEEG's and CPRL's policies were not

challenged. CPSL's interconnection policies for QFs are the same

as for additional facilities whi ch are:installed at a retai. l

customer s request 'to provide service over and above that which

the utility would normally render. The Commission is aware that

CPSL offers two options for the payment. of investment as well as

operation and maintenance expenses associated with such equip-

ment. CPRL purchases, installs, and maintains the equipment

under either option. In addition, Witness King stated that CP&L

had been flexible in its specification of such equipment. by

wo king with QF developers to design a safe .interconnection at. a

reasonable cost. . No specific complaints were made against CPSL.

Under Duke's policy, the QF has the option to purchase,

install and maintain the transformers at. the QF's expense. The

breaker and protective relays and the metering equipment. on the

other hand, must be purchased, installed and maintained by Duke;
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QFs are prohibited from doing so. Id. , p. 64. These items are

purchased by Duke from Kill Power. , its wholly owned subsidiary,

and are assembled by Duke engineers. Id. , p. 59. Duke only

discloses to the QF the total cost of the interconnection

equipment. and. charges the QF each year 20. 4 percent. of this

amount. for as long as the QF supplies power to the electric

utility. Id. , p. 66.

Several Intervenors i.nterposed a number of objections to

Duke's policy on interconnection. First, they objected to Duke' s

refusal to disclose a break-down of the cost of it.s equipment. .
Second, they objected to the never-ending 20. 4 percent. charge on

the total cost of the equipment.

When asked questions as to why Duke Power had such policies

and the rationale behind them, Duke's Witness Denton's general

answer was that it was "Company policy. " Tr. , Vol. . 3, pp. 58,

68, 70.

As a resolution to this issue Witness i~Iierek made the

following proposal: (1) allow qualifying facilities to design,

construct. and maintain the facilities with no charges paid to the

utility, or. (2) require the utility to construct and maintain the

interconnections. Tr. Vol. 6, p. 222. Pursuant to Witness

Nierek's proposal, the particular design and detailed cost would

be available to the qual' fyi. ng fac'lity to allow it to make the

decision whether or not to construct the .interconnection to

standards itself or allow the ut'lity to construct the
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interconnection. Id. Witness Walker proposed that Duke be

required. to provide the small power producer with a detai. led

interconnection bill which breaks out. all the various components

and their cost. on the bill; the small power producer should be

given the opt. .ion of reimbursing Duke for the interconnection

costs in an up-front. lump sum or by making monthly paymeni. s for a

specified period of time until the interconnecti. on costs are paid

off. Tr. Vol. 5, p. 58. Nr. Walker stated that. the qualifying

facility should. have the right. to pay the interconnection bi.ll
off rather than finance it forever at, 20%. Id.

The Commission .is aware that it must, carefully balance the

"nterests of the public and is charged by law to act 1n the

public's interest. . The Commission notes the testimony of CPGL

Wi. tness G. Wayne King in stating CPRL's policy which does not

vary greatly from the proposals. In view of this testimony and

the testimony of Witness Mierek and Walker, the Commission finds

no rational basis for Duke's position on this issue. The

Commission however finds thai the affected utilit'es should be

the one to set. the standards and design of the equipment. subject

to review for reasonableness by the Commi. ssion.

Based on the foregoing, the Commission, in order to

encourage the development. of cogeneration and small power

production, finds thai. each jurisdict. ional utility should provide

a detailed price li.st of the necessary interconnection

arrangement. to each proposed qualifying facility. Addit. ionally,
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such price list. should be filed with the Commission for its
review. All three electrical utilities must. provide qualifying

facilities the following options: (1) allowing the utility to

install the interconnection facilities and pay the utility a

reasonable return on those facilities, (2) paying the utility the

Up front capital cost: and then paying a reasonable charge per.

month fGx' the opex'at3. on and mailltenance of sa3.d eq'Uxpment I and

(3) the QF's installing and maintaining the interconnection

facilities .itself, exclusive of metering equipment which shall be

px'Gv3 ded bv the elec trica 1 Ut 212.'ty I at 3.ts Gwn cost. . Prov1ded g

however, that should option three be elected by the qualifying

facility, the utility shall have the right. to set reasonable

standards and. specifications for the interconnection arrangement.

and inspect such interconnection once completed to ascertain that

the3x system shall x'BIIla3.n sa. fe and eff3.c3.ent. SUch standards

and operating and maintenance charges shall be subject to review

as to the3x reasonableness Upon complaiIlt Gx' on 3.ts own, mot3. on

t.he Commiss. ion.

G. WHEELING OF POWER

The term "wheeling" refer. to the txansmission of a QF's

power by an electric utility, which otherwise would be obligated

to purchase the power, to another electric utility with which it
is interconnected, directly or indirectly. FERC has established

regulations regarding the wheeling of power. Under these

regulations, (1) the QF must. agree to the wheeling of its

production; (2) the electric ut. ility to whom the production is
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facilities the following options: (i) allowing the utility to

install the interconnection facilities and pay the utility a

reasonable return on those facilities, (2) paying the utility the

up front capital cost and then paying a reasonable charge per

month for the operation and maintenance of said equipment, and

(3) the QF's installing and maintaining the interconnection

facilities itself, exclusive of metering equipment which shall be

provided by the electrical utility, at its own cost. Provided,

however, that should option three be elected by the qualifying

facility, the utility shall have the right to set reasonable

standards and specifications for the interconnection arrangement

and inspect such interconnection once completed to ascertain that

their system shall remain safe and efficient. Such standards

and operating and maintenance charges shall be subject to review

as to their reasonableness upon complaint or on its own motion by

the Commission.

G. WHEELING OF POWER

The term "wheeling" refers to the transmission of a QF's

power by an electric utility, which otherwise would be obligated

to purchase the power, to another electric utility with which it

is interconnected, directly or indirectly. FERC has established

regulations regarding the wheeling of power. Under these

regulations, (I) the QF must agree to the wheeling of its

production; (2) the electric utility to whom the production is
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wheeled must. purchase the power as if the OF was supplying energy

and capacity directly ta such utility; and (3) the price paid by

the utility to whom the QF praduct. ian is wheeled must be adjusted

ta reflect. line losses but. may not. include any charges for

transmission. 18 C.F.R. Section 292.303(d).

Witness Mierek testified as to the importance of the

wheel. ing issue ta small power producers. Tr. Vol. 6, pp.

223-226. According to Witness Mierek, without wheeling,

utilities are in a position to deny small power producers access

to attractive markets for their generation and thereby discourage

the development. of alternat. ive energy sources. Id. , p. 223. We

agree with Witness Mierek that tne encouragement af the

development of alternative energy sources is consistent. with the

goals of PURPA and consistent with the public interest. . Witness

Mierek gave an example of the benefits af wheeling. Id. , 224. A

hydro project may be uneconomical to build in the juri. sdiction of

one utility because af its rate levels, Hawever, that same

project; may be feasible at the rate levels available from another

uti. li. ty . If whee. ling were required or permitted, the praject

could ga forward wi. th the ratepa»ers of the other utility

benefitting. In addition, the utility in whose jurisdictian the

small power producer is located may benefit if its lir.e loss i.s

decreased as a result of wheeling, and small power product'on is

er, couraged in the pracess. Witness Mierek requested the

Commission require each ut'lity to wheel. qualifying facility
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power to any ather utility. See, Tr. , Vol. 6, pp. 223-225. The

Commissian notes that. FERC has asserted jurisdiction over the

setting of rates for the wheeling of power generated by

qualifying facilities where the system over which the power is

wheeled is interconnect:ed and capable af transmitting energy

across a Sta te boundary. However' ~ the States retain jurisdic tian.

over the .issue of requiring a utility to wheel power. The

Commission is not. inclined to outright. order a utility to wheel

power in this proceeding. However, the Commission acknowledges

that there are potential. benefits from wheeling that could be

enjoyed by the ratepayers in our State. The Commission hereby

encourages the affected electrical ut. 'lities to wark with

qualifying facilities on a case-by-case bas.is as requests far

wheeling arise. Where an agreement cannot. be reached, the

qualifying facilities are encouraged to presen't t' he i.ssue for

resolution to this Commission by way of a complaint proceeding.

SCEKG, CP4L and. Duke are hereby directed to negotiate with the

quali fying facilities .in goad faith on t;his issue.

H. DUKE PONER CONTRACT TERMS

During the hearing Duke proposed that an add3. tianal

parag aph be added ta .its standard Purchased Pawer Agreement. .

Prapo. .ed paragraph 8 provides that. Duke's abligat. ian t;o purchase

power "is cont. ingent. upon the supplier's obtaining required

approval. fram all regulatory bodies. "
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qualifying facilities where the system over which the power is

wheeled is interconnected and capable of transmitting energy

across a State boundary_ However', the States retain jurisdiction

over the issue of requiring a utility to wheel power. The

Commission is not inclined to outright order a utility to wheel

power in this proceeding. However, the Commission acknowledges

that there are potential benefits from wheeling that could be

enjoyed by the ratepayers in our State. The Commission hereby

encourages the affected electrical utilities to work with

qualifying facilities on a case-by-case basis as requests for

wheeling arise. Where an agreement cannot be reached, the

qualifying facilities are encouraged to present the issue for

resolution to this Commission by way of a complaint proceeding.

SCE&Gr CP&L and Duke are hereby directed to negotiate with the

qualifying facilities in good faith on this issue.

Ho DUKE POWER CONTRACT TERMS

During the hearing Duke proposed that an additional

paragraph be added to its standard Purchased Power Agreement.

Proposed paragraph 8 provides that Dukers obligation to purchase

power "is contingent upon the supplier's obtaining required

approval from all regulatory bodies."
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There was some concern expressed during cross--examination of

Witness Price as to the proposed language in Paragraph 8 as shown

on Pri. ce Exhibit. 4, Hearing Exhibit No. 12. During

cross-examination, Mr. Price stated that. unless counsel objects,

which counsel did not object, that he would not have a problem

changing the language as set forth below. Tr. Vol. 3, p. 71.

The original language could lead to confusion as to what approval

is necessary. The language proposed by Mr. Wyche on

cross-examinat. ion of Mr. Price and consented to by Mr. Price,

removes any confusion without. harming the affected electric

utility. Therefore, the first. sentence of Paragraph 8 on Duke' s

proposed contract is hereby modified to read as follows:

The agreement is cont. ingent upon the suppliers
obtaining approval from all regulatory bodies
required by law for the qualified facilities to
operate and the parties hereto agree that. per-
formance under thi. agreement shall not commence
unless and until such approvals are obta. ined.

Additionally, Duke's contract, proposed that a QF must sell

its generation to the utility in whose territory .i.t was

generated. This provision was objected to by several parties.

The Commission sees no reason for such a mandate to be part

of the Duke Power contract. Such a. condition could hamper the

development. of cogeneration. Based on the di. scussion of wheeling

in Section G, supra. , the Commission is of the opinion that

whether a QF should be required to sell to a utility in whose

territory .it generates should be decided on a case-by-case basis.
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I. CPSL'S PROPOSALS

CPSL proposed a variable two year avoided cost. rate schedule

for a period of five years for all QF's with capacity equal to or

less than 5NW. Union Camp opposed CPSL's proposal on the basis

that. it. is contrary to the FERC rules and that. it treats QF's in

a discriminatory manner

There is no question that CPRL has treated the QF's in its
territory in a fair and reasonable manner. Thi. s is evidenced by

the encouragement QF developers have received under CPRL's past

.rates and practices and the satisfaction expressed by QF's with

CPSL's practices during the course of the hearing.

The Commission disagrees with the contentions of Union Camp

concerning CPRL's variable five year contract. . The part;. ies

herein have been admonished to negotiate in good faith, and +he

complaint. procedure before the Commission is available for any

party believing it. was prejudiced or unduly taken advantage of in

the course of negotiai:ions.

CPKL proposed to purchase capacity from QF's at different

rates based on whether or not the QF is located within CP&L's

service terr. "tory. Union Camp opposes CPSL's proposal.

According to Union Camp, CPSL's proposal would be discriminatory

in a wheeling situation. Under the FERC regulations a wheeling

QF delivering power to CPRL is entitled to have its power

purchased at 'the same r'ate as a QF with1. n CP SL s serv3 ce ar'ea.

The Commission agrees with Union Camp's contention and denies
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that portion of CPRL's proposa1 that allows CPRL to purchase

capacity from QF's at. different rates based on whether or not. the

QF is in CPRL's service area.

J. COMMISSION REVIEW OF ALL CONTRACTS

In Order No. 81-214, each affected electrical utility was

required tc place in any proposed negotiated agreement. , the

following provisions:

This agreement. is subject. +o review by the
South Carolina Public Service Commission
upon complaint. by either party, or pursuant.
to .its own motion, and the terms herein may
be modified in whole or in part. or declared
nul. l. and void by +he South Carolina Pub1. ic
Service Commission.

This provision shall cont. inue in effect. and be placed in all

future agreements. As in Order No. 81-214, the responsibility

rests with the affected. electrical utility to see that the above

's inserted. Order No. 81-214 contained the following provision:

"[ijn no case should. tariffs be represented as a qual. ifying

facility's sole contractual option. " (Order No. 81-214, p. 10).

The Commission hereby reiterates such .instruction. to affected

electrical utilities. The leeway granted herein for negotiation

is to allow negotiation in the interest of promoting cogeneration

and small powe" produc+ ion. The tariffs approved herein should.

not: necessarily be considered the sole opt;ion available, but. as

guidelines to good faith negotiations. Negotiated contracts

between an affected utility and a quali. ying facility should upon

execution be submitted to the Commiss. ion. The Commission will
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conduct a general review of such contracts to determine whether

they comply w.ith the provisions of this Order and with the intent

of PURPA as we did in the Stone Container matter. j:f it appears

that. they do, such contracts will be accepted for filing with the

Commission. The Commission may, on its own motion, conduct.

further, more detailed review of the contracts at. that t. .ime b»

way of such hearings or other proceedings as .it may order.

K. SUPPLEMENTARY, BACK-UP, AND MAINTENANCE POWER

The Commission recognizes that. a. qualifying facility has a

potential need for three types of service from an e.'lectric

utility. These types of services are supplementary power,

back-up power, and maintenance power. SCEUC Witness Ross defined

the three types of services in his testimony as follows:

Supplementar Power--power which is
defined as the electric energy or
capacity supplied by an electric
utility, .regularly used by a qualify-
ing facili. ty in addition to that. which
the faci. lity generates itself.
Back-~U Power--power defined as the
electric energy or capacity supplied
by an electric uti. lity to replace
energy ordinarily generated by a
Zac3. 13.ty s own generat1on eq'uipment
during an unscheduled outage of the
facility.
Maintenance Power--power defined as
the electric energy or capacity
supplied by an electric utility during
scheduled outages of the qualifying
facility. (Tr. Vol. 4, Ross, p. 39)
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utility. These types of services are supplementary power,

back-up power, and maintenance power. SCEUC Witness Ross defined

the three types of services in his testimony as follows:

. Supplementary Power--power which is

defined as the electric energy or

capacity supplied by an electric

utility, regularly used by a qualify-

ing facility in addition to that which

the facility generates itself.

. Back-Up Power-Mpower defined as the

electric energy or capacity supplied

by an electric utility to replace

energy ordinarily generated by a

facility's own generation equipment

during an unscheduled outage of the

facility.

. Maintenance Power-upower defined as

the electric energy or capacity

supplied by an electric utility during

scheduled outages of the qualifying

facility. (Tr. Vol. 4, Ross, p. 39)
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SCEUC presented testimony support. ing the position that.

supplementary service should be supplied to a customer under the

utilities regular rate schedule which would apply if that

customer were a non-generat. .ing cust;orner. SCEUC argued that a

customer purchasing supplementary power should not. have to pay

more for his supplementary power than he would pay .for that power

if he were not. a. self-generat;or. SCEUC also proposed that. each

ut. ility fi.le tarifrs that provide flexible back-up service and

maint;enance service to encourage QF development. SCEUC made

several recommendations as to the t.erms and conditions of the

ut. ilities tar3 ffs

The Commission believes it, is appropriat:. e for the utilit;ies

to offer rates for supplementary, back-up, and maintenance

service t;o QF's. Therefore, SCERG, CPKL, and Duke are inst uct. ed

to file proposed tariffs offering -upplementary, back-up, and

maintenance service to OF's .in their next. general rate iling for

t;he Commission's consideration. At. that. time, i.t would be

appropriate for SCEUC or any OF to submit its recommenda ions and

prcposals for such offerings.

L. PROMOTION OF COGENERATION

Several of the Intervenors indicated in their testimony that.

OF clevelopment ac tivity j n South Car'olina is be j ng hamper'ed

the practices and policies of the util. ities. On the other hand,

t.he utilities are reluctant to wholeheartedly accept the concept

of cogeneration for fear of burdening their' ratepaying customers.
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SCEUCpresented testimony supporting the position that

supplementary service should be supplied to a customer under the

utilities regular rate schedule which would apply if that

customer were a non-generating customer. SCEUCargued that a

customer purchasing supplementary power should not have to pay

more for his supplementary power than he would pay for that power

if he were not a self-generator. SCEUCalso proposed that each

utility file tariffs that provide flexible back-up service and

maintenance service to encourage QF development. SCEUCmade

several recommendations as to the terms and conditions of the

utilities' tariffs.

The Commission believes it is appropriate for the utilities

to offer rates for supplementaryr back-up, and maintenance

service to QF's. Therefore, SCE&G, CP&L, and Duke are instructed

to file proposed tariffs offering supplementary, back-ups and

maintenance service to QF's in their next general rate filing for

the CommissionWs consideration. At that time, it would be

appropriate for SCEUCor any QF to submit its recommendations and

proposals for such offerings.

L. PROMOTIONOF COGENERATION

Several of the Intervenors indicated in their testimony that

QF development activity in South Carolina is being hampered by

the practices and policies of the utilities. On the other handr

the utilities are reluctant to wholeheartedly accept the concept

of cogeneration for fear of burdening their ratepaying customers.



DOCKET NO. 80-251-E — ORDER NO. 85-347
August 2, 1985
~Pa e 32

This Commission believes that. the goals of PURPA should be

encouraged. Cogeneration and small pawer production affer

benefits to Sauth Carolina ratepayers when practiced in a

responsible manner by the QF's and dealt. with fairly by the

utilities. The Commission's actions in the implementation of

PURPA in South Carolina (Order No. 81-214, supra. ) and our

actions herein are designed to encourage cogeneration and small

power praciuctian in South Caiolina, .
M. RATES

Based on the approved methodologies for calcula, ting each

utility's capacity credit. and energy credit. , the rates as filed

by the electric utilities with the modifications as made herein

are approved. Actuenergy requested that. capacity payments by Duke

Power be paid on a per KWH basis effect. ive Nay 2G, 1984. At that.

time, hawever, both Aguenergy and Duke Pawer were operating under

Commission appraved rates which had p. eviously been faund

rea. sonable. The Commission c1jd~ however~ grant. Aquenergy s

request for interim relief when j t came ta the Commission s

attention during che course of the proceeding the hardship the 3G

minute .increment. rule was working an the QF's in Duke' s

territary. The Commission cannot retroac:tively set. rates. Such

rates shauld be applied prospectively, rot retroactively and will

be effective as af the date of this Order.
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This Commission believes that the goals of PURPAshould be

encouraged. Cogeneration and small power production offer

benefits to South Carolina ratepayers when practiced in a

responsible manner by the QF's and dealt with fairly by the

utilities. The Commission's actions in the implementation of

PURPA in South Carolina (Order No. 81-214, supra.) and our

actions herein are designed to encourage cogeneration and small

power production in South Carolina.

M. RATES

Based on the approved methodologies for calculating each

utility's capacity credit and energy credit, the rates as filed

by the electric utilities with the modifications as made herein

are approved. Aquenergy requested that capacity payments by Duke

Power be paid on a per KWHbasis effective May 20, 1984. At that

time, however, both Aquenergy and Duke Power were operating under

Commission approved rates which had previously been found

reasonable. The Commission did, however, grant Aquenergy's

request for interim relief when it came to the Commission's

attention during the course of the proceeding the hardship the 30

minute increment rule was working on the QF's in Duke's

territory. The Commission cannot retroactively set rates. Such

rates should be applied prospectively, not retroactively and will

be effective as of the date of this Order.
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III.
FINDINGS AND CONCLUSIONS

Based on a thorough review of the record herein and on the

matters officially noticed, and on the foregoing discussion, the

Commission finds and concludes as follows:

1 That the proposcLl 'that 'the CoIYlm18 8 10I'I adop't rules Bnd

regulations as prapased by SCEUC shauld be denied and that. FERC

regulatians provide proper guidelines ta apply at. the present.

1.me,

2. That .it. is appropriate for CPKL and Duke Power to base

their avoided capacity credit. on the cost. of an IC turbine, with

Duke Pawer paying such credits an a twelve manth basis.

3. That. SCEEG Company should nat. pay a capacity credit. Bt;

this time, but must pravide the Commission updated cost

informatian ane year, fram the date of this Order ar the

Comml 88 j on 8 further determl na ti on a f an Bpprop1 ia te capaci'ty

cred1 t.
4. That. it is appropriat. e for CP&L and SCESG to base their

praposed energy credit. on incremental energy ccsts as filed wit;h

the .05 cents/KWH Electric Pawer Exci.se Tax ta be included; that

it .i.s appropriate far Duke Power t a base its proposed energy

credit. an incremental energy costs B.s filed, but. to include a

marginal peak energy line loss factor of 1.073 and a marginal

off-peak energy loss factor af. 1.0505, fuel inventory and working

capital costs, and the .05 cents/KWH Electric Power Excise Tax.
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III.

FINDINGS AND CONCLUSIONS

Based on a thorough review of the record herein and on the

matters officially noticed, and on the foregoing discussion, the

Commission finds and concludes as follows:

i. That the proposal that the Commission adopt rules and

regulations as proposed by SCEUC should be denied and that FERC

regulations provide proper guidelines to apply at the present

time.

2. That it is appropriate for CP&L and Duke Power to base

their avoided capacity credit on the cost of an IC turbine, with

Duke Power paying such credits on a twelve month basis.

3. That SCE&G Company should not pay a capacity credit at:

this time, but must provide the Commission updated cost

information one year from the date of this Order for the

Commission's further determination of an appropriate capacity

credit.

4. That it is appropriate for CP&L and SCE&G to base their

proposed energy credit on incremental energy costs as filed with

the .05 cents/KWH Electric Power Excise Tax to be included; that

it is appropriate for Duke Power to base its proposed energy

credit on incremental energy costs as filed, but to include a

marginal peak energy line loss factor of 1.073 and a marginal

off-peak energy loss factor of 1.0505, fuel inventory and working

capital costs, and the .05 cents/KWH Electric Power Excise Tax.
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5. That. Order No. 85-37 issued in the instant Docket. on

January 18, 1985 should be amended with respect. to the abolition

of Duke Power Company's 30 minute increment rule as modified

herein.

6. That. long term rates will not. be mandated by the

Commission, but. CPSL, Duke, SCEKG,. and existing and future QF's

are encouraged to negotiate in good. faith to reach voluntary

agreements for the purchase of electric energy.

7. That each jurisdictional electric ut. ility should

provide a detailed price list. of the necessary interconnection

arrangement to each proposed QF and such price list. should be

filed with the Commission for its review. The price list must

provide QF's with the following options: a) al. lowing the uti. lity

to .install the interconnection facil.ities and pay the utility a

reasonable return on those facilities, b) paying the ut'lity the

up front capital cost and then paying a reasor. able charge per

month for the operation ard. maintenance of said equipment and c)

the QF's being allowed to install and maintain the inte connec-

t. ion facilities it.self, excluding metering equipment which shall

be provided by the utility, at its own cost.

8. That. the issue as to the requirements for the

electrical. utilities to wheel power shall be reserved by the

Comml 8 sion to be addressed on. a case-by-case basis as 1eque st s

for wheeling arise.

9. That Duke Power Companv's proposed contract. should be

modified to permit. a QF to sell i.ts generation to a ut lity other.
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5. That Order No. 85-37 issued in the instant Docket on

January 18, 1985 should be amended with respect to the abolition

of Duke Power Company's 30 minute increment rule as modified

herein.

6. That long term rates will not be mandated by the

Commission_ but CP&L_ Duke; SCE&G, and existing and future QF's

are encouraged to negotiate in good faith to reach voluntary

agreements for the purchase of electric energy.

7. That each jurisdictional electric utility should

provide a detailed price list of the necessary interconnection

arrangement to each proposed QF and such price list should be

filed with the Commission for its review. The price list must

provide QF's with the following options: a) allowing the utility

to install the interconnection facilities and pay the utility a

reasonable return on those facilities, b) paying the utility the

up front capital cost and then paying a reasonable charge per

month for the operation and maintenance of said equipment and c)

the QF's being allowed to install and maintain the interconnec-

tion facilities itself, excluding metering equipment which shall

be provided by the utility, at its own cost.

8. That the issue as to the requirements for the

electrical utilities to wheel power shall be reserved by the

Commission to be addressed on a case-by-case basis as requests

for wheeling arise.

9. That Duke Power Company's proposed contract should be

modified to permit a QF to sell its generation to a utility other
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than the one in whose territory the QF is located, with the

necessary Commission approval; and Paragraph 8 of Duke' s

Purchased Power. Agreement. should be modified to read as follows:

The agreement is contingent. upon the suppliers
ob'taining approval from all regulatory bodies
required by law for the qualified facilities to
operate and the parties hereto agree that per-

ormance under this agreement shall not, commence
un1ess and until such approvals are obtained.

10. That. CPGL's proposed variable five year avoided cost.

contract with rates subject to review by thi. s Commiss. ion each two

years should be approved, but. deni. es that portion of CPGL's

proposal that. allows CPKL to purchase capacity from QF's at

different. rates based on whether or not the QF is .in CPRL's

serv3. ce area.

11. That in order to assure that each party to the contract

is aware of the Commi. ssion's safeguards, each negotiated

agreement. entered into by the affected electrical utility and a

qualifying facility should contain the following provis. ion:

This agreement. is subject to revi. ew by the
South Carols. na Pubis. c Servi. ce Commiss. ron
upon complaint by either party, or pursuant
to its own motion, and the terms herein may
be modified in whole or in part or declared
null and void by the South Carolina Public
Service Commi. ssion.

The responsibility rests with the affected elect ic utility to

see that the above 3.s inserted.

12. That. in order to perform it.s regulatory responsibil-

ities, and to provide the recommended safeguards, the Commission
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than the one in whose territory the QF is located_ with the

necessary Commission approval; and Paragraph 8 of Duke's

Purchased Power Agreement should be modified to read as follows:

The agreement is contingent upon the suppliers
obtaining approval from all regulatory bodies
required by law for the qualified facilities to
operate and the parties hereto agree that per-
formance under this agreement shall not commence
unless and until such approvals are obtained.

10. That CP&L's proposed variable five year avoided cost

contract with rates subject to review by this Commission each two

years should be approved, but denies that portion of CP&L's

proposal that allows CP&L to purchase capacity from QF's at

different rates based on whether or not the QF is in CP&L's

service area.

ii. That in order to assure that each party to the contract

is aware of the Commission's safeguards, each negotiated

agreement entered into by the affected electrical utility and a

qualifying facility should contain the following provision:

This agreement is subject to review by the
South Carolina Public Service Co_nission

upon complaint by either party, or pursuant

to its own motion, and the terms herein may

be modified in whole or in part or declared

null and void by the South Carolina Public

Service Commission.

The responsibility rests with the affected electric utility to

see that the above is inserted°

12. That in order to perform its regulatory responsibil-

ities, and to provide the recommended safeguards, the Commission
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finds that. negotiated agreements should, upon execution, be

submitted to the Commission for the Commission's review to

determine whether the terms comply with the provisions of this

Order and with the intent of PURPA so that. the agreement may be

accepted for filing.
13. That each jurisdictional electric utility should offer

rates for supplementary, back-up and maintenance service to QF's

and such proposed tariffs should be submitted in the ut, .ility's
next. general. rate filing for the Commission's consideration.

14. That. the Commission's actions herein are designed to

encourage cogeneration and. small power production in South

Carols. na ~

15. That. the rates a.s approved herein are effective as of

the date of the Orde and each ut. .ility should file revised rate

schedules reflecting the Commission's findings wi. thin ten (10)

days .

1. That the proposal that the Commissi. on adopt rules and

regulat. .ions as proposed by SCEUC be, and hereby is denied.

2. That it is appropriate for CPEL and Duke Power to base

their avoided. capacity credit on the cost. of an IC turbine, with

both companies paying such credits on a twelve month basis.

3. That SCESG Company is not. required to pay a capacity

credit to prospective QFs at this time, but. shall provide the

Commission updated cost .information one year from the date of
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finds that negotiated agreements should, upon execution, be

submitted to the Commission for the Commission's review to

determine whether the terms comply with the provisions of this

Order and with the intent of PURPA so that the agreement may be

accepted for filing.

13o That each jurisdictional electric utility should offer

rates for supplementary, back-up and maintenance service to QF's

and such proposed tariffs should be submitted in the uti!ity's

next general rate filing for the Commission's consideration.

14. That the Commission's actions herein are designed to

encourage cogeneration and small power production in South

Carolina.

15. That the rates as approved herein are effective as of

the date of the Order and each utility should file revised rate

schedules reflecting the Commission's findings within ten (I0)

days_

IT IS THEREFORE ORDERED:

I. That the proposal that the Commission adopt rules and

regulations as proposed by SCEUC be, and hereby is denied.

2. That it is appropriate for CP&L and Duke Power to base

their avoided capacity credit on the cost of an IC turbine, with

both companies paying such credits on a twelve month basis.

3. That SCE&G Company is not required to pay a capacity

credit to prospective QFs at this time, but shall provide the

Commission updated cost information one year from the date of
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this Order for the Commission's further determination of an

appropriate capacity credit. .
4. That. it is appropriate for CP&L and SCE&G to base their

proposed energy credit on incremental energy costs as fi.led with

the .05 cents/KWH Electric Power Excise Tax to be included; that

it. is appropriate for Duke Powe to base its proposed energy

credit on incremental energy costs as filed, but to include a

marginal peak energy line loss factor of 1.073 and a marginal.

off-peak energy los factor of 1.0505, fuel inventory and working

capital costs, and the .05 cents/KWH Electric Power Excise Tax.

5. That. Order No. 85-37 issued in the instant Docket. on

January 18, 1985 be, and. hereby i.s, amended as discussed herein.

6. That. long term rates shall not be mandated by the

Commission, but. CP&L, Duke, SCE&G, and existing and future QF's

are encouraged to negot. iate in good faith to reach voluntary

agreements for the purchase of electric energy.

7. That. each jurisdictional electri. c ut. .ility shall provide

a detailed price list of' the necessary interconnection equipment.

to each proposed QF ance such price list shall be filed wl. th the

Commission for its review. The price list. must. provide QF's with

the following options: a) allowing the utility to install the

interconnection facilities and pay the utility a reasonable

return on those facilities, b) paying the utility the up front

capital cost and then paying a reasonable charge per month for

the operation and maintenance of said equipment and c) the QF's
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this Order for the Commission's further determination of an

appropriate capacity credit.

4. That it is appropriate for CP&L and SCE&Gto base their

proposed energy credit on incremental energy costs as filed with

the .05 cents/KWH Electric Power Excise Tax to be included; that

it is appropriate for Duke Power to base its proposed energy

credit on incremental energy costs as filed, but to include a

marginal peak energy line loss factor of 1.073 and a marginal

off-peak energy loss factor of 1.0505, fuel inventory and working

capital costs, and the .05 cents/KWH Electric Power Excise Tax.

5. That Order No. 85-37 issued in the instant Docket on

January 18, 1985 be, and hereby is, amended as discussed herein.

6. That long term rates shall not be mandated by the

Commission, but CP&L, Duke, SCE&G, and existing and future QF's

are encouraged to negotiate in good faith to reach voluntary

agreements for the purchase of electric energy°

7. That each jurisdictional electric utility shall provide

a detailed price list of the necessary interconnection equipment

to each proposed QF and such price list shall be filed with the

Commission for' its review. The price list must provide QF's with

the following options: a) allowing the utility to install the

interconnection facilities and pay the utility a reasonable

return on those facilities, b) paying the utility the up front

capital cost and then paying a reasonable charge per month for

the operation and maintenance of said equipment and c) the QF's
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being allowed to install and maintain the intercoz. nec- tion

facilities itself, excluding metering equipment shall be provided

by the ut. ility, at. its own cost.

8. That. the issue as to the requi. rements for the

electri. cal utilities to wheel power shall be reserved by t;he

Commission to be addressed on a case-by-case bas3. s as requests

for wheeling arl. se.

9. That Duke Power Company's proposed contract. be, and

hereby is, modified to permit. a QF to sell its generation to a

utility other than the one in whose territory the QF is located,

with the necessary Commission approval; and Paragraph 8 of Duke' s

Purchased Power Ag. . cement. shall be modified. to read as follows:

The agreement is contingent. upon the suppl. iers
obtaining approval from all regulatory bodies
required. by law for the qual. ified. facilities to
operate and the parties hereto agree that per-
formance under thi. s agreement shall not. commence
unless and until such approvals are obtained.

10. That CPGL's proposed variable five year avoided cost:.

contract. with rates subject to review by this Commission each two

years be, and hereby is, approved, but that. port. .ion of CPRL's

proposal t:.hat. allows CPRL to purchase capacity from OF's at.

different: rates based on whether or not the QF .is in CPSL's

service area~ 1.s hereby denl. ed.

11. That in order to assure that each parte to the contract

is aware of the Commission's safeguard , each negotiated
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being allowed to install and maintain the interconnec- tion

facilities itselfr excluding metering equipment shall be provided

by the utility, at its own cost.

8. That the issue as to the requirements for the

electrical utilities to wheel power shall be reserved by the

Commission to be addressed on a case-by-case basis as requests

for wheeling arise.

9. That Duke Power Companyls proposed contract be, and

hereby is, modified to permit a QF to sell its generation to a

utility other than the one in whose territory the QF is located,

with the necessary Commission approval; and Paragraph 8 of Duke's

Purchased Power Agreement shall be modified to read as follows:

The agreement is contingent upon the suppliers

obtaining approval from all regulatory bodies

required by law for the qualified facilities to

operate and the parties hereto agree that per-

formance under this agreement shall not commence

unless and until such approvals are obtained.

i0. That CP&L's proposed variable five year' avoided cost

contract with rates subject to review by this Commission each two

years be, and hereby is_ approved, but that portion of CP&L_s

proposal that allows CP&L to purchase capacity from QF's at

different rates based on whether or not the QF is in CP&L's

service area, is hereby denied.

ii. That in order to assure that each party to the contract

is aware of the Commission's safeguards, each negotiated
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agreement entered. into by the affected elect:rical utility and a

qualifying facility shall contain the following provision:

This agreement is subject to review by the
South Carolina Public Service Commission
upon complaint. by either. party, or pursuant.
to its own ITiot3.on~ 2nd the terms I'1ex'e3.n may
be modified in whole or in part or declared
null and void by the Scuth Carolina Public
Service Commission.

The respons. ibility rests with the affected electric util. .ity to

see that the above is inserted.

1 2 . That xn ox'dex' to pex'f 0I.m 3. ts x'egulator y x'espons3. bil-

ities, and to provide the recommended safeguards, the Commission

finds that negotiated agreements shall, upon execution, be sub-

mitted to the Commi. ssion for the Commission's review to determine

whether the terms comply wi. th the provisions of this Ox'der and

with the intent of PURPA so that the agreement may be accepted

for filing.
13. That each jurisdict. ional electric utility sha. ll offer

rates for supplementary, back-up and maintenance service to QF's

and that. such proposed tariffs should be submi. tted in the

utility's next. general rate filing for the Commiss3on's consi-:

dex'at 3..on .
14. That. the Commission's actions herein are des.igned to

encourage cogeneration and small power production in South

Carolina.

15. That. the rates as approved herein. are effective as of
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agreement entered into by the affected electrical utility and a

qualifying facility shall contain the following provision:

This agreement is subject to review by the
South Carolina Public Service Commission
upon complaint by either party, or pursuant
to its own motion, and the terms herein may
be modified in whole or in part or declared
null and void by the South Carolina Public

Service Commission.

The responsibility rests with the affected electric utility to

see that the above is inserted.

12. That in order to perform its regulatory responsibil-

ities, and to provide the recommended safeguards, the Commission

finds that negotiated agreements shall, upon execution, be sub-

mitted to the Con_ission for the Commission's review to determine

whether the terms comply with the provisions of this Order and

with the intent of PURPA so that the agreement may be accepted

for filing.

13. That each jurisdictional electric utility shall offer

rates for supplementary, back-up and maintenance service to QF's

and that such proposed tariffs should be submitted in the

utility's next general rate filing for the Commission"s consi -_'

deration.

14. That the Commission's actions herein are designed to

encourage cogeneration and small power production in South

Carolina.

15. That the rates as approved herein are effective as of
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the date of the Order and each utility shall file revised rate

schedules reflecting the Commission's findings within en (10)

days

BY ORDER OF THE COMMISSTON:

ATTESTS

ecutive Director
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the date of the Order and each utility shall file revised rate

schedules reflecting the Commission's findings within ten (I0)

days.

BY ORDER OF THE COMMISSION:

ATTEST :

(SEAL)

_/[ce Chairman


